Introduction
This paper discusses and analyses the issues and policy options in taking initiatives to invite private capital through public-private partner ships with particular reference to the health sector. Shrinking budgetary support and fiscal problems make it difficult for the state gov ernments to increase their budgetary alloca tions to social sectors like health, education, etc. It is in this context that the paper argues that there is a need to evolve a proper policy which would address the question of publicprivate mix, scope of private-public partner ships, role of subsidies and incentives in promoting these partnerships and so on. The paper points out that there is a need to have explicit, transparent, and adequate mecha nisms which would ensure involvement of all stakeholders in the process.
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Shrinking budgetary support and other fiscal problems are making it difficult for most of the state governments in India to expand their investment in social sectors like health, education, and environmental protection. They are compelled to explore alternative options to meet the growing investment needs. In addition, there is the question of delivering the needed service efficiently and effectively. One of the options being pursued is the involvement of private sector through partnership projects. The purpose is to gain the benefits of private investment without losing the public cause. Active efforts in this direction have been made in the health sector. Having seen significant growth in private curative primary and secondary care, state governments in India are exploring the option of promoting initiatives to invite private capital through public-private partnerships. The objective of this paper is to discuss and analyse the issues and policy options in taking such initiatives. In the next section, we describe the policy context and discuss the health financing scenario in India. Following this, we present selected initiatives of three state governments. In the last two sections, we discuss the implications and prospects of developing public-private partnerships in India.
Policy Context
The epidemiological transition and changing health needs are becoming major concerns and are putting considerable pressure on the public health care system. Non-communicable diseases are becoming a major threat. The health infrastructure at present is not geared to handle the complexities emerging from the changing disease pattern and the gains made in controlling the communicable diseases are likely to be completely offset by this change (Reddy, 1993) . There are considerable demands on the government to expand and upgrade its facilities. Most states in India are under pressure to find Vol. 25, No. 3, July-September 2000 37 Vikalpa alternative mechanisms to provide better curative services to their populations. This is because government budgetary allocations to health sector are very low. Most states in India are spending less than 1.5 per cent of their state gross domestic product on health (Table 1) . In 1996-97, health expenditure of 15 major states in India was around 0.97 per cent of the gross state domestic product. In case of 11 states out of 15, the allocations to health sector went down in comparison to 1990-91. The average decline has been 0.10 per cent. Most of the state governments' budget experiences also suggest that budgetary allocations are bare minimum to meet the recurrent expenses. For example, in most states, the salaries account for about 70 per cent of the total health budget. Emanating from financial crunch and fiscal problems, many states experience a reduction in allocation of resources to the health sector. The overall effect of this is the reduction in non-salary component of health budgets. The health delivery system has various levels focusing on primary and promotive aspects of care, providing primary curative care, and supported by in-patient and tertiary care facilities (Figure 1 ). The system needs significant resources to maintain an appropriate balance at these levels to meet the health care needs of the population. Over the period, budgetary allocations for health have not kept pace with the growing requirements of the sector particularly in areas of tertiary and secondary care. The growing financial and fiscal pressures have put considerable amount of pressure on capital expenditures. This is evidenced by the fact that the growth rate of capital expenditure of the government on social sectors, overall, has shown a declining trend in recent periods. The quality as well as quantity of curative and tertiary health care services has suffered because of these problems. The growing complexity of health sector programmes because of technological advancements and management of health care delivery systems has also given rise to need for more resources. At the same time, the governments are confronted with the task of strengthening the basic health services in many remote areas. The geographic distribution of health facilities in curative and tertiary areas also poses a major challenge, as most of these facilities are concentrated in urban areas.
The severity of financial crunch in health facilities, particularly in super-speciality care, was recognized almost two decades back in the National Health Policy (NHP) of the Government of India. The policy had recognized that the state and central governments responsible for maintaining public health faced many financial constraints in their objective of providing effective and efficient health care. To mitigate the problem of resource crunch, one of the recommendations was to design processes that would encourage the establishment of practice by private medical professionals and investment by non-government agencies in establishing curative centres. The policy statement had also recommended that planned attention would also require to be devoted to the establishment of centres equipped to provide speciality and super-speciality services, through a well dispersed network of centres, to ensure that the present and future requirements of specialist treatment are adequately available within the country (Ministry of Health and Family Welfare, 1983) . To reduce the government expenditure involved in the establishment of such centres, it proposed that a planned effort should be made to encourage private investment in such fields. Towards implementing this policy, the government provided duty exemption on imports of medical equipments. One of the major problems in expanding super-speciality care in the early 80s was the almost non-existing manufacturing base for producing such equipment. A large number of equipment and machines that attracted high customs duty of 150 to 300 per cent were imported. To promote investment in health and super-speciality care, the government provided duty exemption to health care institutions for the import of medical equipment. Over the years, this policy has gone through a number of revisions. For example, the overall duty structure has been substantially reduced in recent Vol. 25, No. 3, July-September 2000 39 government policy announcements and granting such exemptions has lost its economic value. Subsequently, the government withdrew this policy in 1995.
In response to the financial crunch, various state governments are exploring the option of inviting private capital in the health sector through privatepublic partnerships in curative and speciality care. The next section examines some of these initiatives.
Public-Private Partnership Initiatives in Three States in India
Exhibit 1 summarizes the characteristics of three important policy initiatives of the governments of Punjab, Rajasthan, and Delhi.
Offer of Sites for Specialized/Super-speciality Hospitals in Punjab
The Punjab government's attempt at evolving publicprivate partnership was in the form of offering subsidized land to the private sector to set up tertiary and super-speciality health facilities. The Punjab Urban Development Authority (PUDA) invited bids in November 1995 for allotment of sites for setting up specialized hospitals in six specified urban lo- cations. The criterion for making a bid was a medical degree or having requisite experience in health care. Financial capability in setting up a hospital was another requirement. PUDA received bids from 20 respondents out of which 12 were short-listed for further discussions. Large corporate houses and wellknown pharmaceutical companies were among the bidders.
This attempt, however, did not result in any workable arrangement or collaboration with the private sector. The preference for a particular location by all bidders was cited as the reason for nonacceptance of offers. The government also realized that many short-listed organizations did not have requisite experience in health care. In a few cases, land was allotted, but the offer was cancelled later.
In 1997, the government revived the proposal and invited applications for super-speciality hospitals in five specified urban locations at Ludhiana, Jalandhar, Amritsar, Bhatinda, and Patiala in the state. The locations specified in the previous attempt were not included in the offer. Most of these locations were in areas earmarked for institutional purposes. However, PUDA neither provided detailed information (e.g., exact location, size, number) about these locations, nor issued detailed policy document. The offer was made through an advertisement which had suggested that final allotment of land would be based on the applicant's requirements and preferences.
The revived initiative specified 13 super-speciality services for which private participation was invited from institutions in India or from nonresident Indians. The capital cost for each project was envisaged to be about Rs 500 million or more. This did not include the cost of land. The conditions for applying this time were made quite stringent. Only those having relevant experience in superspeciality areas were eligible to bid. The government also laid down a condition that the applicant should have at least ten years of experience in the relevant field and should have established super-speciality/ multi super-speciality hospitals of international repute. The offer provided scope for collaboration, suggesting that any applicant interested in setting up a health facility but not having past experience in health could collaborate or affiliate with a recognized medical centre or hospital.
The government agreed to offer land with subsidy ranging from 25 to 60 per cent. The payment terms for cost of land were flexible having options of down payment or instalment payment.
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One of the options given to the applicants was to have a joint venture with the government. Under this option, the cost of land was proposed to form the government's contribution towards equity capital. Other conditions included setting up the proposed super-speciality centre within three years and use of land for only providing medical services.
The response to this second initiative was very poor -only five applicants showed interest. A high investment requirement was considered one of the reasons for the poor response. Two non-resident Indian doctors who formed separate consortiums abroad had submitted bids. Other applicants were big business houses, one of them proposing collaboration with the well-known Apollo group.
Discussions with some of the bidders and other interested organizations indicated that the government had not provided clear guidelines and information and they were not given an opportunity to clarify a number of questions arising in the process of submitting the bids. While welcoming private participation, it was not clear whether PUDA had involved other departments such as Finance and Health, Punjab Health Systems Corporation, Ministry of Urban Development, etc. The advertisement did not describe the process of short-listing and criteria for allotting the land.
None of the organizations, which had bid earlier, responded to the new initiative. Besides the stringent conditions, they did not find any major perceptible shift in the policy or process. The earlier initiative had attracted more of local institutions having specific preference for a particular location.
Private Sector Investment in the Health Sector: Government of Delhi
In May 1997, the Directorate of Health Services (DHS), Government of Delhi, proposed to set up ten hospitals as joint ventures on various sites available with the government with a view to attracting private investment in the health sector. Out of these, seven locations already had government hospitals. The proposal had indicated that some of the hospitals would be acquired from the Municipal Corporation of Delhi. Others were sites in the Delhi master plan.
In the proposed joint venture, the government's contribution was to come in the form of cost of land, contributing to a part of the equity capital. The proposal indicated that the government's contribution in any case would not exceed 26 per cent of 40 Vikalpa the share capital. In cases where the cost of land was expected to be less than 26 per cent of the share capital, the government proposed to contribute additional resources to meet the requirement of minimum capital contribution from the government. The government also laid down a condition that up to one third of the board nominees would be from the government.
The applicants were given the option of either setting up of a general hospital or a super-speciality facility. Each facility was expected to offer free care to a certain percentage of outpatients and inpatients. The bidding institutions were required to specify this percentage. No specific guidelines were provided for identifying the poor patients but the government retained the right to refer eligible patients for free care. Each facility was expected to participate in public health programmes of the government.
The Delhi government provided general guidelines for participating in these collaborations. Applicants had to submit two separate bids: technical and financial. Very broad details were provided about the process of selection. The response to the offer was positive and more than 30 applications were received by the Directorate of Health Services.
The locations being prime commercial and busy areas, the initiative generated considerable attention from public and others. Public interest litigation on social security grounds was filed in the High Court of Delhi and a stay order was issued halting the entire process of forming joint ventures. Many other applicants who could not submit their application on time also filed cases in the court on the ground that sufficient time was not provided for submitting bids.
Private Investment in Medical Institutions: Government of Rajasthan
The policy document of the Rajasthan government is the most comprehensive on private-public partnership in the health sector. In 1996, the Medical and Health Department of the Rajasthan government announced a detailed policy in order to encourage private investment in hospitals, diagnostic centres, and nursing homes. The state has 218 hospitals with a bed capacity of 35665. Out of these, only six hospitals provide speciality care. The policy document states that, given the fact that the government is focusing more on increasing the access to primary care, the growing incidence of chronic diseases has made it imperative to develop an effective secondary and tertiary care system. The document acknowledges that the ability of the government to expand in these areas is significantly constrained by funds availability. It also emphasizes the need to increase the access to quality services and better clientele relationship as reasons for involving the private sector in providing health services.
The policy included providing land at subsidized rates and provision of other fiscal benefits to institutions interested in setting up health facilities. The subsidy was not uniform but varied according to the categorization as defined below and whether the facility was to be set up in rural or urban area. Subsidy on account of concessions in land prices is shown in Table 2 . The government also provided fiscal incentives on purchases of medical equipments, plants, and machinery provided they are from the approved list of Department of Health and facilities are set up before 31 March 1999. The incentives were as follows: • Exemption from payment of octroi on medical equipment, plants, and machinery whether imported from abroad or other states.
• Other fiscal benefits from state level and other financial institutions.
In order to attract investment from private providers in speciality services and curative care, the government categorized bidding institutions as follows:
• Category A: Charitable medical institutions (non profit organizations) willing to set up at least one advanced diagnostic or curative service by acquiring medical equipment from the approved list of the state government or offer speciality services as per the plan approved by the state government.
• Category B: Charitable medical institutions having their own plan to set up health facilities. Category C: Institutions (registered firms, soci eties, trusts) interested in setting up speciality hospitals in specialities approved by the state government and in particular geographic re gions.
• Category D: For profit organizations (nursing homes providing maternity and child care fa cilities having at least ten beds and outpatient department (OPD) facilities, hospitals having at least 50 beds and OPD facilities, diagnostic centres).
A specific time frame of two years from the date of allotment was stipulated for use of allotted land. The government constituted a broad-based empowered committee responsible for screening all bidding proposals, short-listing, and final selection. Most of the related department secretaries were members of this committee (for example, secretaries from the departments of finance, health, industry, revenue, urban development and housing, and bureau of industrial promotion).
The response was reasonable. In all, 14 proposals were received. Each bidding institution was required to submit an application along with a project feasibility report and proof of sources for funding the project.
Despite the comprehensive policy nature, final clearances and allotment decisions encountered a number of procedural difficulties. Since no locations were identified before the start of the process, details of available locations had to be worked out. For this purpose, the government first collated the preferences of each bidding institution. Depending on the location preferences, the committee forwarded this information to respective development authority or municipal corporation. Since there were many development authorities and municipalities, the implementing agency experienced difficulties in coordinating the process. Each agency was required to come up with detailed information about the possible sites. This led to applicants getting a number of options of land locations. This created confusion and delays in decision-making. The government also experienced delays in getting clearances from various departments. Since land was to be provided at subsidized rates, it resulted in loss to the concerned development authority. Many authorities were not prepared to give clearances because there was no agreement on how the losses would be shared across the departments. There were also procedural difficulties because most of the developmental authorities were selling land through auction. Giving land at subsidized rates was seen as a departure from the set procedures and there was considerable reluctance to depart from existing practices.
Issues
Developing public-private partnership in health sector forms an important recommendation in health systems development strategies. Almost all new projects developed to implement the programmes do have a policy statement on involving the private sector in implementing selected programme components. The partnership focuses on both clinical and nonclinical areas. On the clinical side, it includes speciality care (tertiary and high-tech curative care), reaching vulnerable and target groups of population (e.g., STD, HIV/AIDS, TB), and addressing problems of access in remote areas where public services do not reach (e.g., in Reproductive and Child Health [RCH] programme). On the non-clinical side, participation of the private sector is in areas such as diet and catering, laundry, security, etc. The interaction between private and public sectors in health can assume several forms and institutional arrangements.
The involvement of private sector is based on the argument that it helps to improve the efficiency of limited resources and it also ensures the avail- . 25, No. 3, July-September 2000 42 Vikalpa ability of services, which is important to improve access to health care. There are, however, problems of accessibility of services provided by this sector because of high financial barriers. Most of the publicprivate initiatives consider this by developing various mechanisms as part of the contracting arrangements that stipulates providing 30 to 40 per cent free care to poor patients. The three case studies suggest that the way the public-private partnerships was proposed has not resulted into any successful initiative. For example, the duty exemption policy attracted private capital but failed to meet the overall policy objective of providing free care to poor. The initiatives of providing subsidy on various inputs (land, equipments, etc.) to start private facilities have not produced any results. Participation of the private sector in health was envisaged without paying much attention to policy framework, and management and institutional issues in initiating and implementing these partnerships. Why did these initiatives fail?
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Role of Information
First, availability of information plays a critical role. The private sector participants have to make a number of decisions that would involve complex process of information search and analysis. In the absence of appropriate mechanisms for information sharing, the private provider would incur high transaction costs. This makes the partnership vulnerable to inefficiency and high cost. Most of the policies did not provide sufficient information on various aspects of proposed partnerships.
Involving All Stakeholders
Second, there has been absence of appropriate mechanisms to involve all stakeholders and ensuring transparency in the process. One of the ways by which the process of developing sustainable partnerships would be strengthened is through the involvement of all stakeholders and prospective private sector partners. Information, transparency, and stakeholder involvement are critical components. As revealed by the experiences, each proposed partnership involved considerable amount of coordination among different departments. Proposals could not be finalized without involving other departments having significant stake in the process. For example, the departments such as finance, urban development, and industry are important stakeholders in these initiatives. There are also experiences which suggest that a number of inter-departmental policies such as making amendments in certain statutes and coordination with various implementing agencies are to be considered well before the beginning of the process. This would necessarily require development of institutional mechanisms within the ministry to handle many of these complex interfaces and conflicts. It is not possible to leave them to the private provider to sort out. The experiences suggest that the governments did not develop adequate mechanisms to handle the task of coordinating the activities and processes across departments.
In order to strengthen public-private partnerships and in general the role of the private sector, it is very important to identify areas of intervention to make it more responsive towards public goals and minimize the .unintended consequences of private motives. For example, these initiatives are considerably top-down. There seems to be less interaction and involvement of the departments concerned in promoting such initiatives.
Monitoring Mechanisms
Third, appropriate mechanisms to monitor the performance of these partnerships have not been developed. It is not clear who would be the beneficiaries from these initiatives. For example, duty exemptions to a number of health care institutions in the 80s were given on the condition that they would provide free health care to a certain percentage (30 to 40 %) of poor patients. It is now evident that many of these organizations did not meet these obligations. There were no monitoring systems to identify or forewarn deficiencies in meeting these obligations. In the absence of this, the system of protecting the poor through these initiatives will remain rhetoric and there is no guarantee that this objective will be achieved.
Regulatory Mechanisms
Fourth, developing and strengthening an appropriate regulation is an important prerequisite for promoting private initiatives. The government should ensure that health facilities in the private sector do not behave opportunistically. For example, the registration systems of private facilities are very weak; there are no effective clinical regulations to check undesirable consequences of private practice growth; government's role in ensuring effective private Vol. 25, No. 3, July-September 2000 43 Vikalpa practice is less clear; institutional mechanisms to link users with providers are non-existent, and the role of medical professional bodies is below expectations. The government needs to establish mechanisms to handle many of these tasks. In other sectors, this is being done effectively. For example, in the recent case of failure of many non-banking finance companies, the central bank has been constantly advising the prospective investors about the risks.
Public Policy towards Private Sector
Fifth, the policy statements on private participation are not clear. Since health is a state subject, each state has a view on the role of the private sector. The state's health policy statement on private-public partnership is an important source of information on the terms and conditions under which proposed collaborations, relationship, stakes, and other arrangements can be proposed. Two of the states, Delhi and Punjab, which proposed these partnerships, did not have a policy on the role of the private health sector. These state governments provided a brief policy statement in the form of an advertisement in national dailies. Most of the details, both economic and institutional, were not available. In the case of Rajasthan, on the other hand, a policy describing the need for private partnerships and all other necessary information related to proposed form of partnership, eligibility requirements, time frame, location specification and other conditions, minimum investment requirements, etc. was available. However, the government lacked appropriate mechanisms to handle many tasks and conflicts arising from these collaborations.
Subsidy and Incentives
Sixth, the proposed partnership has been primarily through subsidizing inputs, particularly land. This policy instrument has been used by all three states for attracting private capital in health. Many of these resources (for example, land) have high common property element and are vulnerable to public interventions. In Delhi, public litigation halted the process of handing over public hospitals to private providers. The processes and institutional mechanisms for targeting these subsidies also remain less defined. It is important that others do not see these initiatives as distribution of resources at throwaway prices by politicians and bureaucrats to their patronage groups.
Institutional Capacity
Last, institutional arrangements and management structure assume critical importance in managing public-private initiatives. Developing these structures is a difficult task. Once these structures are in place, they provide mechanisms to monitor the performance. The governments would also find it difficult to organize necessary capacity required to manage these tasks in the short run. For example, the management of these initiatives would require high quality financial analysis and project management skills and capabilities. Over time, the Departments of Health have not paid attention to developing many of these skills. The experiences suggest that governments did not attach much importance to these aspects. When the policy instrument involves giving monetary and other incentives directly to private providers, a question would arise: why not governments manage the facilities themselves?
Developing a Policy Framework
The development of public-private partnerships in the health sector in India is still in the nascent stage. However, the experiences gained from some of these initiatives provide important insights into the processes and mechanisms that would be required in developing these partnerships. Involvement of the private sector in health is assumed to provide opportunities to strengthen the health systems. In this section, we first discuss the inadequacy of having appropriate policy frame and institutional mechanisms for an effective implementation of these initiatives. The discussion rests on the argument that health systems development strategies need welldefined policies and right institutional conditions. The experiences discussed in the previous sections suggest that the present policy framework and institutional conditions are not consistent with the spirit of the proposed initiatives. Therefore, without addressing the basic issues, these and other initiatives will not be effective.
So far, public-private partnership proposals have involved providing input subsidy to the private institutions primarily through subsidizing land and other inputs, with a condition that they provide free care to a certain percentage of patients. Is this an appropriate policy instrument to attract private investment in health? The evidence available suggests that it is not so. Subsidizing various inputs to provide free care to poor patients would need Vol. 25, No. 3, July-September 2000 44 Vikalpa appropriate mechanisms to monitor the performance of private providers. What are the options?
Two forms of subsidizing inputs have been proposed so far. One involved taking over existing facilities (Delhi) and the other gave government land at subsidized prices. These are two different types of initiatives and would require different handling mechanisms.
The first one involves the change of ownership of existing facilities and amounts to privatization of health facilities since the government share in equity becomes less than 26 per cent. The privatization policy of health facilities is not very well defined. A better option would be granting complete autonomy to hospitals and developing a memorandum of understanding to involve the private sector for improving performance. At present, hospital managements are not free to act in managing their operations efficiently. By granting complete autonomy, hospitals can be allowed to develop initiatives and implement them. Hospital managements can work out arrangements with private providers for starting many new services. The experience in Gujarat suggests that it is possible to set up new facilities with the support of private capital without giving ownership of land and providing subsidy on various inputs. However, this will require hard decisions on the part of the government to grant complete autonomy to hospitals.
For the second type of initiative, it would be important to ask a question: Is giving subsidy and incentives on various inputs (land, equipment, etc.) the best way to attract private capital to the health sector? Whatever little evidence is available suggests that the goals have not been effectively realized. We also know that private medical sector already gets various implicit and explicit subsidies. Medical education is an important example. In India, 80 per cent of the doctors work in the private sector and their education and training are highly subsidized. Much of these subsidies are not targeted appropriately. There is a need to develop an appropriate policy on the role of the private sector in the health sector. The initiatives are being evolved in a background where a consensus has not yet evolved on what is the appropriate private-public mix of health care and what should be the public policy towards private sector. The roles and contribution of public and private sectors are not appropriately spelt out, defined, or appropriately incorporated in developing health strategies.
Conclusion
Private-public collaborations are possible if there are adequate incentive structures. Public policy towards the private sector needs to address this question. Subsidizing various inputs provides for such incentives, but are less effective. In order to ensure that private involvement is effective, there is a need to change the policy. One way is to ensure that there is appropriate level of competition among providers which helps the government to produce health services of good quality in a cost-effective manner. This can be done if government buys services produced by the private sector instead of granting subsidies to providers to produce services. Since government will be a major buyer of services, it will ensure that providers produce what the government agencies want to buy. The premise is that assuming the role of purchaser of services, the government will be able to encourage competition among the providers and this will help introduce more efficiency in the system. This would, however, require redefinition of roles of various players in the sector. Besides developing appropriate organizational and institutional arrangements, there is also a need for effective regulation of private sector. Implementing these changes would require considerable amount of political will and change of mind-set. The collaborations and active involvement of the private sector in health should be based on explicit agreements involving contractual relationships among various collaborators rather than transfer of subsides to the private sector based on unclear promises. . 25, No. 3, July-September 2000 45 Vikalpa 
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